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State-by-state information on the employers' costs of 
workers' compensation insurance has several uses. The in 
terstate variations in costs can be examined to determine if 
the magnitude is sufficient to influence plant location deci 
sions. Also, insurance cost differences among states can be 
compared to differences in benefit levels and other factors to 
isolate the causes of the cost variations. These two topics 
were examined in earlier studies we will identify for conve 
nience as the Dissertation 1 and the Upjohn Study. 2 One con 
clusion of these studies was that the interstate differences in 
workers' compensation costs are unlikely to be a significant 
factor in employer location decisions. Another conclusion 
was that benefit levels are the major determinant of the costs 
of workers' compensation insurance in a jurisdiction.
The method developed in these earlier studies was utilized 
with minor modifications in connection with another use of
ill
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state-specific data on the employers' costs of workers' com 
pensation, namely, as one factor in estimating the cost of 
adopting the recommendations contained in The Report of 
the National Commission on State Workmen's Compensa 
tion Laws. 3 This topic was examined in a paper that will be 
identified as the Supplemental Study. 4
Another use of data on workers' compensation costs in 
various states is to examine the changes through time in the 
costs and to consider the significance of the changes for the 
efforts to reform the program. This topic was examined in 
two studies. The first, Workers' Compensation Costs for 
Employers, provided data through July 1, 1975, and was 
published by the Interdepartmental Workers' Compensation 
Task Force; we will identify this as the Task Force Study. 5 
The second was published in the Monthly Labor Review and 
will be referred to as the MLR article. 6 It provided workers' 
compensation cost information as of July 1, 1978. Both the 
Task Force Study and the MLR article found that the in 
terstate differences in the employers' costs of workers' com 
pensation had widened after 1972, when the Report of the 
National Commission had been submitted. Both studies con 
cluded this provided support for the Commission's case for 
federal minimum standards for workers' compensation.
We recently prepared a report (which will be referred to as 
the Ohio-Pennsylvania Study7) that represents still another 
variation on the use of data on the interstate differences in 
workers' compensation costs. As a result of the increased 
costs of workers' compensation in the last decade, 
employers, legislators, and other interested parties have 
become more interested in the costs of the delivery system 
for the program. 8 In some states this concern has translated 
into changes in the insurance arrangements used to provide 
workers' compensation benefits. In most states, private in 
surance carriers traditionally have paid the bulk of the
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workers' compensation benefits, and have relied on a pricing 
mechanism that limited the amount of price competition 
among carriers. Recently, several states have changed their 
laws or regulations to permit more competition in rates. 9 
Some of these changes are examined in this report because of 
their effect on interstate cost comparisons.
Another manifestation of the concern over costs of the 
delivery system has been the proposal to reduce the role of 
private carriers in favor of greater reliance on state insurance 
funds because of a belief that state funds can deliver benefits 
with lower administrative costs. This belief was a factor in 
the recent establishment of a new competitive state fund in 
Minnesota, which means that for the first time the private 
carriers in the state will have to compete with a state fund. 
The argument that state funds are more efficient also 
underlies the proposal to convert certain competitive state 
funds into exclusive state funds. That is, rather than the state 
fund competing with private carriers, as is now the case in 13 
states including Minnesota, the state fund would be the sole 
carrier providing insurance in the jurisdiction, as is now the 
case in six states. The Ohio-Pennsylvania Study examined 
the possible transmutation of a competitive state fund into 
an exclusive state fund by focusing on a specific case, Penn 
sylvania, where such a proposal is extant. The study chose 
Ohio as a reference point for Pennsylvania because the states 
are contiguous, have similar benefit levels, and Ohio has the 
largest exclusive state fund.
The present study reexamines some of the conclusions 
from these earlier studies. Data are presented on the 
employers' costs of workers' compensation insurance as of 
January 1, 1983, which permits an examination of whether 
the widening of interstate cost differences between 1972 and 
1978 has continued into more recent years. In addition, the 
study examines whether the different rates of increase in
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workers* compensation costs in Connecticut, New Jersey, 
and New York between 1972 and 1983 are related to changes 
in the three states' levels of benefits.
Examination of these topics first requires the development 
of accurate measures of the employers' costs of workers' 
compensation. These costs will be measured at several stages 
of refinement. The first comparison will involve the manual 
rates in effect on January 1, 1983, which are presented in 
table 3 and discussed in section IV. The second level of com 
parison will rely on adjusted manual rates, which are more 
accurate measures of employers' insurance costs than are 
manual rates since the adjusted rates reflect factors such as 
experience rating and premium discounts. The adjusted 
manual rates are provided in tables 10 and 11 and are ex 
amined in section IX. Finally, comparisons will be made us 
ing the employers' net costs of insurance, which represent 
the weekly premiums per worker paid by employers. These 
net costs, presented in tables 13 and 14 and discussed in sec 
tion X, are less convenient measures of employers' costs than 
are the adjusted manual rates since the adjusted manual rates 
can be viewed as the percentage of payroll devoted to 
workers' compensation insurance, and therefore most of the 
emphasis on the costs comparisons will involve the adjusted 
manual rates. Because of the particular focus of this report 
on Connecticut, New Jersey, and New York, section XII will 
extensively examine the cost differences among these 
jurisdictions. The final section then considers the 
significance of the changes since 1972 in the interstate dif 
ferences in workers' compensation costs in all states covered 
by this study.
/. Alternative Methods for Providing
Workers' Compensation Benefits to Employees
For the employer who has elected or has been required to 
provide workers' compensation benefits to his employees,
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three methods are possible. In most states if the employer 
has a sufficient payroll and a satisfactory record of paying 
past claims, it may self-insure the risks of industrial ac 
cidents. Alternatively, in most states the employer may pur 
chase insurance from a private insurance company. In some 
states, the employer may purchase insurance from a fund 
operated by the state.
Costs of self-insurance receive little attention in this study, 
as self-insurers represent a small percentage of benefit 
payments; in 1980, self-insurance benefit payment 
represented 17.5 percent of the total benefit payments. 10 An 
even more compelling reason, however, is the lack of data. 
Except for the figures cited above on aggregate benefit 
payments, only limited data are available on self-insurers 
and these are virtually useless for the present study. 11
Most employers purchase their insurance from private 
companies or from state insurance funds. The determination 
of the insurance costs begins by assigning the employer to 
one or more industrial or occupational categories. In about 
40 states where private insurance is available, these 
categories are prescribed by the classifications published by 
the National Council on Compensation Insurance. 12 Active 
classifications range from 0005 Nursery Employees to 9620 
Funeral Directors. Between these two are several thousand 
other classifications, at least 500 of which are in common 
use. Deviations from the National Council's system range 
from New Jersey, with a few variations, to five states with 
substantially different classification systems. Three of the 
states (California, Delaware, and Pennsylvania) have private 
insurance carriers, while two (Ohio and West Virginia) are 
exclusive fund states.
After each of the employer's operations has been assigned 
to a particular insurance classification, an appropriate initial 
insurance rate, the manual rate, can be located in the state's
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current schedule. Manual rates are stated as a certain 
number of dollars per $100 of weekly earnings for each 
employee. Thus, if an employee earns $200 per week and the 
appropriate manual rate is $3.50, the week's insurance 
premium for this employee is $7.00. Unfortunately, this ex 
ample ignores a number of complications that are relevant 
for this study.
//. Impact of Payroll Limitations 
On Interstate Comparisons
One of the factors that used to be a major obstacle to com 
parisons of workers' compenation costs was that many states 
had different payroll limitations. A payroll limitation is a 
figure that determines the maximum amount of an 
employee's weekly earnings that will be used in the calcula 
tion of insurance premiums. For many years, the normal 
payroll limitation was $100, which meant that the manual 
rate would be multiplied by an employee's weekly earnings 
or $100, whichever was less, to determine the weekly 
premium. Thus, if the manual rate were $3.00, the 
employee's weekly earnings $150, and the payroll limitation 
$100, the employer's weekly insurance premium would be 
$3.00.
Most states affiliated with the National Council on Com 
pensation Insurance converted from a $100 payroll limita 
tion to a $300 limitation around 1957, and to no limit (which 
means the manual rates are charged against the whole 
payroll) during 1974-75. However, four states (Missouri, 
Texas, Florida, and Louisiana) still had weekly payroll 
limitations of $200 or less as of July 1, 1975 and they were 
eliminated from the Task Force Study. By July 1,1978, these 
four states had payroll limitations of $300 or had eliminated 
their payroll limitations, and so the MLR article included 
these states. By January 1, 1983, the comparison date for the 
current study, only Texas had a payroll limitation ($300),
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which means the data on Texas must be used with caution. 
Because the manual rates are only applied to the first $300 of 
payroll, the apparent cost of workers' compensation in 
surance in Texas as shown in this report is artificially high. 13
Table 1 provides a catalog of all states, indicating those in 
cluded in this study because as of January 1, 1983, they have 
appropriate manual rate data available and either a $300 
weekly payroll limit or no limit. The table also provides the 
reasons that four states with exclusive state funds are omit 
ted. Comparable data are available for 46 states and the 
District of Columbia. These 47 jurisdictions are divided into 
three groups in the final column of table 1: two jurisdictions 
with exclusive state funds; 31 jurisdictions in which the Na 
tional Council on Compensation Insurance is the designated 
rating organization; and 14 states with independent local 
rating organizations. As will be detailed later in this report, 
the 47 jurisdictions differ in important aspects that must be 
considered before valid comparisons can be made, including 
differences in classification systems, experience rating, divi 
dend policies, and the degree of competition among private 
carriers that is permitted or encouraged.
///. Inappropriate Methods of Comparing 
Workers' Compensation Costs
One admittedly crude method of comparing employers' 
costs of workers' compensation is to ascertain the ratio of 
earned premium to payroll for each state. Recent figures 
from the National Council on Compensation Insurance 
show a range from 0.99 percent in Indiana to 3.73 percent in 
Arizona, with a national average of 2.46 percent. 14
For the primary purpose of the Dissertation and the Up 
john Study (i.e., the significance of the interstate variations 
in employers' costs of workers' compensation for plant loca 
tion decisions), such information is irrelevant. Employers
118 Variations in Employers' Costs
Table 1
Catalog of States Showing Reason for Elimination
of Certain States From Comparison of Manual Rates
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SOURCE: NCCI, Workers' Compensation Rating Laws - A Digest of Changes (1982, with 
August 15, 1983 quarterly update).
Payroll limitation rules are those in effect January 1, 1983.
Code or organization that prepares insurance rates: E is exclusive fund state; I is indepen 
dent local rating organization; N is National Council on Compensation Insurance.
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who move from state to state are going to be concerned with 
their own particular insurance rates, not with those of the 
average employer in each state. Assume that there are only 
two insurance classifications in states A and B—class 1 and 
class 2—and that employer would fall into class 1 in both 
states. Assume that the manual rates for each classification 
are identical in both states; e.g., class 1 is $0.10 in both states 
and class 2 is $1.00. Also, assume that all employers pay 
their employees $300 per week and that there is no payroll 
limit.
Obviously, there is no incentive for an employer to move 
from state A to state B because its insurance costs will be 
unaffected by the move. Yet, if in state A 90 percent of the 
payroll of all employers is in class 2 and 10 percent in class 1, 
while in state B 90 percent is in class 1 and 10 percent in class 
2, the average earned premium as a percentage of payroll will 
vary considerably between the states. Specifically, the 
average earned premium will be 0.91 percent of payroll in 
state A and 0.19 percent in state B, despite the critical fact 
that there is no incentive for an interstate movement of the 
particular employer in question or of any employer, as long 
as its classification does not change as a result of an in 
terstate move.
To a large extent, the National Council data on standard 
earned premium are subject to the same limitations found in 
the hypothetical example. Some industries, such as steel or 
auto production, are important in some states and nonexis 
tent in others. Even for industries found in all states, the pro 
portion of covered payroll accounted for by the classifica 
tion varies widely. Because of the influence of such varying 
payroll distribution on the data, this approach to interstate 
cost comparisons is not considered further here. The Na 
tional Council cautions that conclusions drawn from com 
parisons of such data "have no validity" 15 because of 
payroll distribution variations and other reasons and will no
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longer publish this data in its statistical bulletins due to the 
concerns about validity.
An even more questionable approach to comparing 
workers' compensation costs among jurisdictions by use of 
insurance industry data was utilized in a recent article in 
Best's Insurance Management Reports. 16 Average premiums 
per state were presented for 1981, and showed a range from 
$63.77 per worker in Indiana to $594.98 in Alaska, with a 
national average of $189.57. As noted in the article, no ef 
fort was made to correct for different industry mixes in the 
various jurisdictions. A more serious problem is that the in 
surance premiums are direct premiums written by private 
carriers and state insurance funds, with state information on 
self-insurers omitted because such data are unavailable. The 
data on premiums written "were then divided by the number 
of wage earners in each state." 17 Although the article does 
not identify the source of the employment data, presumably 
the number of wage earners includes workers employed by 
firms that self-insure. The result is that states with a high 
proportion of benefits provided by self-insurers will have 
their cost figures artificially lowered since premiums written 
exclude the experience of self-insurers but the employment 
figures do not. 18
IV. The Appropriate Method of Comparing 
Workers' Compensation Costs
The previous section discussed two methods of comparing 
interstate differences in workers' compensation costs, each 
with a degree of invalidity. Fortunately, a more valid method 
for comparing employers' workers' compensation costs in 
different states is available. To return to the example involv 
ing states A and B presented in the previous section, the 
degree of incentive for employers to move from state A to 
state B can be shown by using the same distribution of 
payroll among classes for both states. For example, the
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distribution of payroll among classes in state A can be used 
with the state B manual rates to generate a new average earn 
ed premium as a percentage of payroll for the state A 
employers on the assumption they move to state B. Obvious 
ly, the state A employers would pay 0.91 percent of their 
payroll as premium in either state, and the lack of incentive 
to move is apparent.
This more valid method of interstate comparison using a 
constant distribution of payroll for all states is the basis for 
analysis in this study. However, the method has to be refin 
ed, and the first step is to increase the number of classifica 
tions used beyond two. There are more than 500 active 
classifications in National Council states, but many of these 
are generally unsubstantial, or are important only in a few 
states. Seventy-one classifications were selected for the cur 
rent study on the basis of their common use, their relative 
importance as measured by the percentage of total payroll 
for which they account, and their representative character in 
three divisions of workers' compensation classifications: 
Manufacturing, Contracting, and All Other. Table 2 in 
cludes a brief description of each of the 71 classifications and 
shows the percentage of total payroll accounted for by each 
classification in the aggregate of the 36 National Council 
states for which payroll information in available. 19
In categorizing data in table 2, the starting point was the 
National Council's Classification Codes used in 42 of the 
states included in this study. 20 States using other classifica 
tion systems were "converted" by selecting the classification 
which appeared most nearly analogous to each of the 71 Na 
tional Council classes. 21 However, since the non-Council 
states often use classifications which are broader than those 
in National Council states, no attempt was made to incor 
porate the payroll distribution among classes of these states 
into the aggregates of table 2.
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Table 2 




covered payroll in 
36 selected states





4304 Newspaper publishing .121
Total 4 manufacturing classes 1.313 
Contracting classes
5022 Masonry N.O.C. .349
5183 Plumbing N.O.C. .879
5190 Electrical wiring-within building .742
5213 Concrete construction N.O.C. .457
5215 Concrete work .049
Total 5 contracting classes 2.476
All other classes
7219 Truckmen N.O.C. 1.278
7380 Chauffeurs, drivers, helpers N.O.C. .910 
7539 Electric light or power companies-N.O.C.-
all operations .158
8017 Retail stores N.O.C. 1.402
8018 Wholesale or combined wholesale-retail N.O.C. .631
8033 Meat, grocery, and provision stores-retail 1.236
8232 Lumber yards .444
8293 Furniture storage warehouses .073
8350 Gasoline or oil dealers .217
8387 Gasoline stations; accessories stations .677
8391 Automobile garages 1.194
8742 Salesmen, collectors, or messengers-outside 6.418
8810 Clerical office employees N.O.C. 25.425
9052 Hotels .468
9079 Restaurant N.O.C. 2.566
Total 15 all other classes 43.097
Total 24 classes 46.886





covered payroll in 
36 selected states
Division B-classes with payroll in all states, 1950-83 
Manufacturing classes
Four classes from division A 1.313
2039 Ice cream .026
2157 Bottling N.O.C. .186
2585 Laundries N.O.C. .122
2586 Cleaning or dyeing .072
2802 Carpentry-shop only .195
3081 Foundries-iron N.O.C. .116
3085 Foundries-nonferrous metals N.O.C. .055
4034 Concrete products .117
Total 12 manufacturing classes 2.202 
Contracting classes
Five classes from division A 2.476
5221 Concrete work: floors, sidewalks, etc. .289
5538 Sheet metal work erection N.O.C. .429
Total 7 contracting classes 3.194 
All other classes
Fifteen classes from division A 43.097
8006 Retail grocery stores-no fresh meats .240
8008 Retail clothing or dry goods stores .790
8044 Wholesale or retail furniture stores .329
8292 General merchandise warehouses N.O.C. .104
8748 Automobile sales or service agencies .534
8833 Hospitals: professional employees 2.765
8868 Colleges or schools: professional employees 6.361
9015 Buildings operation N.O.C. .544
9040 Hospitals: all other employees .565
9101 Colleges or schools: all other employees .901
Total 25 all other classes 56.230
Total 44 classes 61.626
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Table 2 (continued)
Percentage of
Code covered payroll in 
number Classification description 36 selected states
Division C-all classes with manual rates available, 1958-83 
Manufacturing classes
	Twelve classes from divisions A and B 2.202 
2501 Clothing 1.097 
2883 Wood furniture N.O.C. .280 
3066 Sheet metal work-shop .196 
3076 Fireproof equipment .319 
3082 Foundries-steel castings .037 
3113 Tool N.O.C. .282 
3179 Electrical apparatus N.O.C. .460 
3400 Metal goods N.O.C. .228 
3507 Agricultural machinery .394 
3612 Pump and engine N.O.C. .159 
3643 Electrical power equipment .401 
3681 Telephone apparatus .549
Total 24 manufacturing classes 6.604
Contracting classes
Seven classes from divisions A and B 3.194 
Total 7 contracting classes 3.194
All other classes
Twenty-five classes from divisions A and B
Total 25 all other classes 56.230 
Total 56 classes 66.028 
Division D-all classes with manual rates available, 1972-83 
Manufacturing classes
Twenty-four classes from divisions A, B, and C 6.604
2220 Yarn or thread-cotton .395
2361 Hosiery manufacturing .115
2660 Boot or shoe manufacturing N.O.C. .159
3632 Machine shops N.O.C. .981
4484 Plastics-molded products manufacturing N.O.C. .358
Total 29 manufacturing classes 8.612
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Table 2 (continued)
Percentage of
Code covered payroll in 
number Classification description 36 selected states
Contracting classes
	Seven classes from divisions A and B 3.194 
3724 Millwright work N.O.C. .427 
5403 Carpentry N.O.C. .500 
5506 Street or road construction .389 
5606 Contractors-executive supervisors .433 
5645 Carpentry-detached private residences .547 
6217 Excavation N.O.C. .330
Total 13 contracting classes 5.820 
All other classes
Twenty-five classes from divisions A, B, and C 56.230
7720 Policemen .615
8010 Hardware stores-wholesale or retail .515
8039 Retail department stores .710
8829 Convalescent or nursing homes .849
Total 29 all other classes 58.919 
Total 71 classes 73.351
NOTE: N.O.C. means "not otherwise classified."
"Code number and classification description taken from Classification Code of National
Council on Compensation Insurance. The payroll distribution is based on 1978-79,
1979-80, or 1980-81 policy year data for 36 states.
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Even though the 71 classifications were chosen deliberate 
ly to maximize covered payroll, these classes are not of equal 
importance. The classes are grouped into divisions A, B, C, 
and D using criteria that are detailed in the Ohio- 
Pennsylvania Study. 22 Briefly, division A includes 24 classes 
that had sufficient payroll to warrant the use of special ac 
tuarial practices during the rate-making procedures. A sec 
ond measure of importance is whether the manual rates for 
the class have been published in the rate pages of a state. The 
normal criterion for publication is that there must have been 
some payroll exposure for the class in the state within the 
previous five years. As division B of table 4 indicates, there 
were 44 classes that met this requirement or the more strin 
gent requirements of division A for all states included in the 
Upjohn Study. 23
Division C of table 3 includes 56 classifications for which 
manual rates could be obtained in any manner for the 29 
states for 1958-65 and for which data were available for all 
42 jurisdictions included in the Supplemental Study. 24 Final 
ly, division D includes 71 classes in use in most jurisdictions 
in 1983, and was added in the Supplemental Study to provide 
an even broader sample of insurance classification. 
However, some states for which division C data are available 
cannot be shown for division D. 25
The results for the 44 classes in division B are given the 
strongest emphasis in section XI because division B contains 
the largest number of classes for which an historically com 
parable series is available (in the Dissertation, Upjohn 
Study, Supplemental Study, Task Force Report, and MLR 
article) and because some of the classes included in divisions 
C and D have little or no payroll experience in some states, 
which means that the averages for these divisions are less 
reliable than the division B averages.
Table 3
Interstate Variations in Average Costs of Manual Rates for Classes 
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Table 4 
Premium Discount Schedule for Annual Premium
in States Affiliated with the 



















SOURCE: National Council on Compensation Insurance.
Using the national payroll distribution by classifications 
from table 2 and the manual rates from each state, we pre 
sent average manual rates for various combinations of 
classifications in table 3. Column 1 uses the national payroll 
distribution for the classes in division A of table 2 and shows 
the average manual rates for 24 classes. Column 2 presents 
averages using the 44 classes in divisions A and B of table 2. 
Averages for the 24 manufacturing classes in divisions A, B, 
and C are shown in column 3; for all 56 classes in divisions 
A, B, and C in column 4; and for all 71 classes in divisions A 
to D in column 5, where averages for some states are 
unavailable.
The average manual rates shown in table 3 have been ad 
justed for Minnesota and Oregon for reasons related to the 
factors that complicate interstate comparisons when dif 
ferent states use different payroll limitations. 26 In five 
states—Delaware, Pennsylvania, Ohio, Utah, and West 
Virginia—premiums are assessed against the full overtime 
premium, while in the other 42 jurisdictions examined by this 
study, hours of overtime work are considered at the regular 
hourly wage. 27 Since the overtime premium does not appear 
to represent a significant portion of payroll, 28 manual rates
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in the five states were not adjusted to reflect interstate dif 
ferences in payroll bases.
In three states—Kentucky, Michigan, and Oregon—the 
published rates do not include expense loadings and 
therefore the rates used to prepare the average in table 3 were 
calculated for this study. The procedure used to make the 
calculations are explained in section VII in conjunction with 
the discussion of open competition.
V. Modifications of Manual Rates in 
National Council States: Phase 1
The averages of various combinations of manual rates 
provide only a beginning toward accurate comparisons of 
workers' compensation costs. Even assuming that the 
various states are using the same payroll limitations, other 
problems arise because the published manual rates are only a 
starting point for the computation of the employer's in 
surance premiums. The employer does not simply pay as a 
premium the product of the manual rate and his covered 
payroll; its insurance costs are influenced by premium dis 
counts for quantity purchases, dividends received from 
mutual companies and participating stock companies, and 
the modification of the manual rate caused by the 
employer's own compensable accident experience. The ef 
fects of these factors are calculated for the 31 jurisdictions 
that use the National Council on Compensation Insurance as 
the rating organization in this section. In the next section, 
the influence of these factors (premium discounts, dividends, 
and experience rating) in the 14 jurisdictions with indepen 
dent rating organizations is examined. Insurance costs are 
also affected by open competition, deviations, and schedule 
rating, and the impact of these factors in all 45 states with 
private carriers included in this study is discussed in section 
VII. Section VIII then reviews the impact of factors such as 
experience rating in the states with exclusive state funds.
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A. A Catalog of the Modifying Factors on 
Manual Rates in National Council States
The terminology in workers' compensation is not "stan 
dard, descriptive, and orderly." 29 Therefore, the terms as 
defined in the following discussion must be used with cau 
tion since they sometimes are defined differently in other 
publications or exhibits.
If the employer's total payroll falling within the payroll 
limit is multiplied by the appropriate manual rate published 
in the state's rate pages, the result is the manual premium. In 
practice, few employers pay such an amount.
The first modification is caused by experience rating for 
larger companies. In simple terms, experience rating uses the 
employer's own past record of benefit payments to modify 
the published manual rates. If the employer's record is worse 
than the experience of the average employer in its classifica 
tion, then its actual premium for the current policy period is 
larger than its manual premium. Basically, the same ex 
perience rating formula is used in all the National Council 
states and therefore comparisons among these states are not 
complicated by use of this modification. Thus, if an 
employer whose accident experience is 20 percent better than 
its classification in state A has its premium reduced accord 
ingly, it will find the premium similarly modified in state B if 
its own relative accident rate remains the same. 30
Although experience rating does not complicate com 
parisons among National Council states, it is necessary to 
determine the general effects of experience rating in these 
states in order to compare them with other states that have 
their own experience rating plans. The product of the ex 
perience rating factor and the manual premium is termed the 
standard earned premium excluding constants. 31
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The standard earned premium excluding constants also is 
modified for most employers, although there are divergent 
paths depending on the size of the premium. In order to 
cover minimum costs of issuing and servicing a policy, in 
almost all states employers are assessed a flat charge termed 
an expense constant.* 2 In addition, employers in most states 
previously were assessed a flat charge, a loss constant, 
designed to compensate for the generally inferior safety 
record of small businesses. The loss constant program is in 
the process of being eliminated on a state-by-state basis. If 
the expense and loss constants are added to the standard 
earned premium excluding constants, the result is termed the 
standard earned premium including constants.
Employers with annual premiums in excess of $5,000 are 
entitled to reductions in their standard earned premiums 
because of economies of scale. Premium discounts based on 
the schedule in table 4 are compulsory in the National Coun 
cil states, unless both the insurance carriers and the employer 
agree to substitute retrospective rating for the premium dis 
counts. Despite varieties of retrospective rating plans in Na 
tional Council states, basically all are similar in that they 
allow the employer to increase the effect of its own ex 
perience on the published manual rates. The main difference 
between experience rating and retrospective rating is that the 
former uses the employer's experience from previous periods 
to modify the current policy period rate, whereas the 
retrospective plan uses experience from the current policy 
period to determine the current premium, on an ex post facto 
basis. The same expense reductions provided by the premium 
discounts are built into the retrospective rating plans.
The use of premium discounts or retrospective rating 
should not complicate comparisons among the National 
Council states. The same discount schedule and the same
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retrospective plans are available in virtually all these states; 
the few deviations are unsubstantial.
The result of starting with the standard earned premium 
including constants and subtracting any amounts saved by 
employers because of premium discounts or retrospective 
rating is to arrive at net earned premium. 33
There is a further "wedge" in National Council states be 
tween the published manual rates and the rates actually paid 
by employers. A substantial proportion of the workers' com 
pensation insurance is written by mutual companies or stock 
companies with participating policies. While these com 
panies normally use a quantity discount schedule less steeply 
graded than the nonparticipating stock companies, they pay 
dividends which usually cut the net cost to policyholders to 
less than that charged by nonparticipating stock companies, 
especially for large employers.
Participation is not a crucial detriment to comparisons 
among National Council states. Most workers' compensa 
tion insurance is sold by companies operating in more than 
one state; in fact typically the employer with operations in 
more than one state buys its insurance from the same or a 
similar participating company in state A and B is not likely 
to have the relative interstate differences in insurance costs 
altered because of the dividends received; a 10 percent divi 
dend on premiums paid in either state will not influence in 
terstate relativity.
This final modification of subtracting dividends paid by 
mutuals and participating stocks from the net earned 
premium results in the net cost to policyholders. This exer 
cise thus began with manual premium and then, because of a 
series of additions and subtractions, moved to standard 
earned premium excluding constants, then to standard earn 
ed premiums including constants, then to net earned 
premium, and finally arrived at net cost to policyholders.
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The manual premium divided by the appropriate payroll 
equals the manual rate. In this study the net cost to 
policyholders divided by the payroll is defined as the high ad 
justed manual rate. An attempt to quantify these concepts is 
presented below.
B. Estimates of Influence of Modifying Factors 
on Manual Rates in National Council States
There are no data that can be used to calculate directly the 
total differential between manual premium and the net cost 
to policyholders. Instead, it is necessary to determine initial 
ly the difference between manual premium and standard 
earned premium excluding constants, then to measure the 
amount of the constants, and finally to measure the dif 
ference between standard earned premium including con 
stants and the net cost to policyholders. The combining of 
the smaller differentials into the total differential is com 
plicated because data on differences between the manual 
premium and standard earned premium excluding constants 
are available only on a policy year basis, 34 whereas data on 
the differences between standard earned premium and net 
cost to policyholders are available only on a calendar year 
basis.
Table 5 includes information on the differential between 
manual premium and standard earned premium excluding 
constants. The data as provided by the National Council on 
Compensation Insurance actually included the expense and 
loss constant amounts in the premiums and therefore were 
adjusted for this study. 35 This study will assume that 1.000 is 
the relevant ratio of standard earned premium excluding 
constants-to-manual premium for the National Council 
states. Historically, standard earned premium has been 
lower than manual premium, but the recent data show the 
two are essentially identical. 36
Table 5
Ratio of Standard Earned Premium to Manual Premium 
in 38 States with Private Insurance Carriers
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SOURCES: Data in columns 1 and 3 from National Council on Compensation Insurance, based on Unit Statistical Plan dates for 38 states 
(the 31 National Council states enumerated in table 1 plus Hawaii, Indiana, Michigan, Minnesota, North Carolina, Virginia, and Wisconsin). 
The figures in columns 2 and 4 are estimates prepared by John F. Burton, Jr. based on information provided by the National Council on Com 
pensation Insurance. 
NOTE: Figures may not add to totals because of rounding.
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The most recent data on standard earned premium in table 
5 are from policy period 1979-80. Loss constants were of 
miniscule importance as of then, and are even less significant 
now since they are being eliminated on a state-by-state basis. 
For this study the loss constants are therefore assumed to be 
nil. 37 In contrast, expense constants have become more 
significant in recent years as a program has been introduced 
in most states to increase the annual amounts per policy to 
$35, then $60, and currently $75. The National Council on 
Compensation Insurance estimates that the impact of these 
various levels of expense constants is to increase standard 
earned premium by approximately 1.2 percent, 2.0 percent, 
and 2.6 percent respectively. The National Council also pro 
vided information on the amount of the expense constant in 
effect in each state as of January 1,1983 (which is the date of 
rate comparisons for this study). For each state, the dif 
ference between standard earned premium excluding con 
stants and standard earned premium including constants was 
calculated using this information. 38
Table 6, also provided by the National Council, presents 
data on the differential between standard earned premium 
including constants and the net cost to policy holders. 39 The 
figure of .835 as the ratio of net cost to policyholders-to- 
standard earned premium including constants will be used in 
subsequent calculations in this study.
If the ratio of 1.000 between standard earned premium ex 
cluding constants and manual premium is multiplied by the 
state's appropriate ratio between standard earned premium 
including constants and standard earned premium excluding 
constants (which will be 1.012, 1.020, or 1.026 depending on 
the state), and the product in turn is multiplied by 0.835, 
which is the ratio between the net cost to policyholders and 
standard earned premium including constants, then the 
overall ratio between the net cost to policyholders and
Table 6 
Ratio of Net Cost to Policyholders to Standard Earned Premium, Including Constants, All Carriers
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SOURCE: National Council on Compensation Insurance, Compilations of Insurance Expense Exhibits, 1977-1981. These figures exclude state 
fund experience and are based on data from the 45 jurisdictions with private insurance carriers.
Variations in Employers' Costs 139
manual premium is 0.845, 0.852, or 0.857, depending on the 
state. These figures purport to say that the average employer 
in the states that use the National Council on Compensation 
Insurance as the rating organization does not pay insurance 
premiums equal to the published manual rates times his 
payroll, but pays an amount from 14.3 to 15.5 percent less 
than this because of such factors as premium discounts. In 
order words, including the expense constant adjustment, 
there is a 14.3 to 15.5 percent differential between manual 
rates and high adjusted manual rates as defined above. Ob 
viously, these percentages are only an approximation and 
clearly would vary from employer to employer and from 
state to state for reasons other than different expense con 
stants. Nonetheless, as the best available estimates of the dif 
ference between manual premiums and net costs, they are us 
ed in this study. The average manual rates in table 3 were 
reduced by the appropriate percentage for each of the 31 Na 
tional Council states to produce the high adjusted manual 
rates in table 10.
VI. Modification of Manual Rates in States 
with Independent Rating Organizations: Phase 1
The previous section examined the influence of factors 
such as premium discounts, dividends, and experience rating 
on the employers' costs of workers' compensation insurance 
in the 31 jurisdictions that use the National Council on Com 
pensation Insurance as the rating organization. In this sec 
tion we examine the influence of these factors in the 14 
jurisdictions listed in table 1 that rely on local independent 
rating organizations to help determine workers' compensa 
tion insurance rates.
There are significant differences among these 14 jurisdic 
tions. In six (Hawaii, Indiana, North Carolina, Texas, 
Virginia and Wisconsin) the National Council rate-making,
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rating plans, and classification systems are used, and 
therefore any differences between these states and the 31 Na 
tional Council jurisdictions can be safely ignored. 40 
Michigan and Minnesota also utilize National Council ser 
vices and have a classification system that is closely pattern 
ed after the NCCI classification codes, and for purposes of 
this study will be treated as close enough to the National 
Council states to justify using the figures developed in the 
previous section as applicable to the two states. High ad 
justed manual rates are 14.3 to 15.5 percent less than manual 
rates in these eight states, depending on the size of the ex 
pense constant in effect on January 1, 1983. 41
The remaining six local rating organizations are complete 
ly independent of the National Council on Compensation In 
surance. They are found in California, Delaware, 
Massachusetts, New Jersey, New York, and Pennsylvania. 
Three of these jurisdictions (California, Delaware, and 
Pennsylvania) use classification systems that are significantly 
different from the NCCI classification system; the other 
three states use systems patterned on the NCCI codes. 
California does not allow any form of premium discount, 
while New Jersey allows the same discount schedule as in the 
31 NCCI states but limited solely to premiums written in 
New Jersey. The other five states provide for premium dis 
counts based on the interstate premium amount. As to ex 
perience rating, California, Delaware, New Jersey, and 
Pennsylvania operate intrastate plans in which the ex 
perience from other states is not considered in modifying the 
manual rates in the state, nor is the state's experience includ 
ed in the interstate experience rating calculations. In 
Massachusetts and New York, the experience in the state is 
combined with experience from other states to determine the 
experience rating modifications.
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This review indicates that two of the states with completely 
independent rating bureaus, Massachusetts and New York, 
are very similar to the 31 states that use the National Council 
on Compensation Insurance as the rating organization. In 
both states, the classification system closely parallels the 
NCCI codes, the NCCI premium discount schedule is used in 
conjunction with the entire interstate premium, and the ex 
perience rating formula also considers interstate experience. 
For these two states, the figures developed in the previous 
section that relate net cost to policyholders to manual 
premiums can be used without major qualms.
In contrast, California differs substantially from the Na 
tional Council states in the methods used to modify manual 
premiums in order to arrive at the net cost paid by the 
employer, as it has no premium discount schedule, nor has it 
used the flat loss and expense constant charges in recent 
years. California does use experience rating, retrospective 
rating, and dividend payments; these to some extent prob 
ably reflect the absence of the premium discounts.
The relation between New Jersey and the NCCI jurisdic 
tions is also attenuated compared to the relationship between 
the NCCI jurisdictions and Massachusetts and New York. 
New Jersey only applies the premium discount to intrastate 
business, and the experience rating modification only con 
siders New Jersey experience. 42 It is likely that the retrospec 
tive rating and dividend payment plans in New Jersey to 
some extent compensate for the limited scope of the 
premium discounts and experience rating plans.
These features of California and New Jersey suggest that 
the figures developed in the previous section for the dif 
ference between manual rates and net costs to policyholders 
in NCCI states are only rough approximations of the dif 
ferences in these two states. Unfortunately, these are the on 
ly estimates reasonably available for this study, and thus will
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be used. With this caveat, we proceed as if California, 
Massachusetts, New Jersey, and New York were directly 
comparable with the 31 National Council jurisdictions. 
Specifically, we assume that high adjusted manual rates for 
these four jurisdictions are 83.5 percent of manual rates 
(with the percentage modified to reflect each state's expense 
constant as of January 1, 1983), the same relationship 
developed for the NCCI jurisdictions in the last section. 43
The two remaining jurisdictions with independent local 
rating bureaus are Delaware and Pennsylvania, for which 
data were developed in the Ohio-Pennsylvania Study to 
allow manual rates to be adjusted to determine net cost to 
policyholders.
While the ratio of standard earned premium without con 
stants to manual premium is 1.000 in the NCCI jurisdictions 
(see table 5), it is .966 in Delaware, indicating a larger impact 
of experience rating in the state. 44 The expense constant in 
effect in Delaware on January 1, 1983 was $75, which means 
that standard earned premium with constants was estimated 
as 1.026 of standard earned premium without constants. In 
Delaware, the ratio of net cost to policyholders to standard 
earned premium with constants is .848, which is comparable 
to the .835 ratio in table 6 for the NCCI jurisdictions. 45 The 
larger ratio in Delaware indicates a somewhat smaller impact 
of premium discounts and dividends there than in the NCCI 
jurisdictions. In order to develop the overall differences be 
tween manual rates and net cost to policyholders in 
Delaware, the three ratios (.966, 1.026, and .848) were 
multiplied together. The result is a figure of .840, which 
means that the high adjusted manual rates in Delaware are 
84.0 percent of manual rates.
The ratio of standard earned premium without constants 
to manual premium is .947 in Pennsylvania, 46 which is 
smaller than the similar ratio for the NCCI jurisdictions in-
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eluded in table 5. The smaller ratio in Pennsylvania indicates 
that the experience rating plan in the state produces a larger 
reduction than in the NCCI jurisdictions. The Pennsylvania 
expense constant in effect on January 1, 1983 was $60, which 
means that standard earned premium with constants was 
estimated as 1.020 of standard earned premium without con 
stants. The ratio of net cost to policyholders to standard 
earned premium with constants in Pennsylvania is .835, 47 
which by coincidence is the same figure for the NCCI 
jurisdictions found in table 6. In order to develop the overall 
difference between manual rates and net cost to 
policyholders in Pennsylvania, the three ratios (.947, 1.020, 
and .835) were multiplied together. The result is a figure of 
.807, which means that high adjusted manual rates in Penn 
sylvania are 80.7 percent of manual rates.
To recapitulate this section, state-specific data have been 
used to determine the relationship between manual rates and 
high adjusted manual rates for Delaware and Pennsylvania. 
For the other 12 jurisdictions with independent local rating 
organizations, the data from the NCCI jurisdictions have 
been used to make the adjustments. For some of these 
jurisdictions, the use of NCCI data is clearly appropriate 
because the NCCI procedures and rating plans are used in 
the states. For other jurisdictions, most notably California 
and New Jersey, the NCCI data must be viewed as rough ap 
proximations. For each of the 14 states with independent 
rating organizations, the average manual rates in table 3 
were reduced by the appropriate percentage to produce the 
high adjusted manual rates in table 10.
VII. Modifications of Manual Rates in 
All States with Private Carriers: Phase 2
The previous two sections reviewed a number of modifica 
tions that are made to manual rates before the employer's in 
surance premium is determined. There are two important
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characteristics of these modifications. First, they involve 
either (1) formulas that all carriers must adhere to that 
modify the manual rates at the beginning of the policy 
period, such as experience rating, loss constants, and 
premium discounts for quantity purchases, or (2) dividends 
that are paid only after the policy year is over. In short, there 
is virtually no chance for carriers to compete in terms of 
price at the beginning of the policy period with any of these 
types of modifications. Second, these modifications have 
been in use for many years and previously were the only 
modifications necessary to consider in determining the dif 
ference between manual premiums and net costs to 
policyholders. From the Dissertation through to the Task 
Force Study and the MLR article, estimates were made of the 
modifying influence of just these factors. 48 The comparable 
figures produced by this procedure for this study are termed 
high adjusted manual rates.
This report is forced to widen the scope of inquiry for 
modifying factors because of the significant changes in the 
pricing mechanism for workers' compensation insurance 
that have occurred in the past few years. In many jurisdic 
tions it is now possible for private carriers to compete for 
business by varying the insurance rates at the beginning of 
the policy period. The variations in some instances are made 
for groups of employers and sometimes are even made for 
individual employers.
The desirability and causes for this increased ability of car 
riers to compete on an ex ante basis have been widely discuss 
ed and will not be repeated here. 49 Suffice it to say that the 
increased competition means the determination of the in 
terstate differences in the employers' costs of workers' com 
pensation has been considerably complicated. Indeed, 
because the movement towards competition has been so re 
cent, only limited information is available about the extent 
of the competition and the impact of the various competitive
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devices on workers' compensation costs. This section relies 
on the information that is available, which was provided by 
the National Council on Compensation Insurance50 and the 
chapter of this volume by C. Arthur Williams. 51 The data 
pertain to January 1, 1983, in order to be comparable with 
the manual rates used to produce table 3. Since that date, the 
use of the various competitive devices has continued to 
spread. 52
Table 7 provides information on three types of com 
petitive devices that have been adopted in those states with 
private insurance carriers. The most drastic change in the 
pricing mechanism has occurred in those states with open 
competition. In such states, carriers may charge whatever in 
surance rates they feel are appropriate. Carriers are required 
to file their rates with the state insurance department but do 
not require approval before using these rates. There are dif 
ferences among the open competition states, including 
whether a rating bureau (renamed data service organization) 
can publish advisory rates, and, if so, what those rates can 
include. As shown in table 7, there were six states with open 
competition laws in effect as of January 1, 1983, the date of 
comparisons for this report. In Arkansas, Illinois, and 
Rhode Island the advisory rates contain both pure premium 
(covering expected losses) and an expense loading; these 
rates are comparable to manual rates in states without open 
competition and therefore were used without modification in 
table 3.
In Kentucky, the advisory rates contain only pure 
premium, and to place them on a comparable basis to 
manual rates in other states, the expense loading of 36.2 per 
cent formerly used in Kentucky was used to inflate the ad 
visory rates. In Michigan, the advisory rates include loss ad 
justment expenses but exclude other components of the ex 
pense loading and also exclude the trend factor, so a loading 
of 53.9 percent was used to simulate manual premiums com-
Table 7
Ability of Private Carriers to Modify Insurance Rates 










































































































































































SOURCES: Derived from Workers' Compensation Rating Laws - A Digest of Changes, NCCI, 1982, with quarterly updates thru November
1983; C. Arthur Williams, Jr., "Workers' Compensation Insurance Rates: Their Determination and Regulation, A Regional Perspective,"
manuscript presented at the First Annual Conference on Workers' Compensation, Rutgers University, May 9-10, 1983; correspondence from
Barry I. Llewellyn, Assistant Secretary, NCCI, letters, June 24, 1983 and February 7, 1984.
O denotes presence of open competition.
(O) denotes that open competition will be effective in the near future.
X denotes deviations permitted.
NP denotes rate adherence agreements not permitted.
I denotes individual schedule rating.
U denotes uniform schedule rating.
(1) Three additional companies in Alaska write deviations only for selected class codes. The total market share of these companies is 11.9 per 
cent.
(2) The Pennsylvania data were provided in correspondence from Stephen S. Makgill, President, Pennsylvania Compensation Rating Bureau, 
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parable to those in other jurisdictions. Finally, in Oregon, 
the advisory rates only contain pure premium, and were in 
creased by the expense loading of 38.7 percent previously us 
ed in the jurisdiction. 53
These adjustments to the published rates in the states with 
open competition in order to make them comparable to 
manual rates in other jurisdictions seem reasonable, since in 
all jurisdictions the manual rates are only the starting point 
and have to be adjusted before meaningful comparisons can 
be made. The difficult task is to make the adjustments in the 
manual rates in states with open competition in order to ar 
rive at adjusted manual rates comparable to those in other 
jurisdictions. Unfortunately, as of the date of the Ohio- 
Pennsylvania Study (from which the information in the pre 
sent study is derived) there were no data showing the actual 
impact of open competition on the employers' costs of 
workers' compensation. This is not surprising, since the 
earliest open competition law only went into effect in Arkan 
sas in June of 1981, and the other five states with open com 
petition laws in effect as of January 1, 1983—the date for 
comparisons in this study—had laws that had been in effect 
for six months or less as of that date.
If another study of insurance costs is made in four or five 
years, sufficient information may be available to estimate 
with reasonable precision the impact of open competition on 
insurance costs. For this study, two estimates are used. First, 
one view of workers' compensation is that prior to open 
competition, the use of dividends, retrospective rating, etc. 
had squeezed all excess profits out of workers' compensation 
insurance. If this is true, then arguably the only result of 
open competition will be to reduce insurance rates at the 
beginning of the policy period with a corresponding reduc 
tion in dividends at the end of the policy period. This view 
amounts to saying that open competition has no impact on 
the employers' costs of workers' compensation, and
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therefore the procedure that was developed in sections V and 
VI to determine the difference between manual rates and ad 
justed manual rates requires no further adjustment. In other 
words, the "high adjusted manual rates" shown in table 10 
for the six states with open competition correspond to the 
view that open competition does not reduce the costs of 
workers' compensation insurance.
The other view of workers' compensation insurance is that 
prior to open competition and other competitive devices 
discussed in this section, excess profits or unnecessary ad 
ministrative expenses existed in the insurance industry, and 
that open competition eliminates or reduces these expenses, 
thereby reducing the costs of workers' compensation to 
employers. This view is equivalent to saying that the dif 
ference between manual rates and adjusted manual rates is 
greater than the percentages developed in sections V and VI 
indicate. Even if this view is correct, there are no data 
available to permit a precise estimate of the impact of open 
competition as of January 1, 1983. Arbitrarily, a 10 percent 
adjustment factor has been used to produce the "low ad 
justed manual rates" shown in table 11 for the states with 
open competition. That is, for the six states with open com 
petition as of January 1, 1983 (Arkansas, Illinois, Kentucky, 
Michigan, Oregon, and Rhode Island), the "low adjusted 
manual rates" shown in table 11 are 10 percent less than the 
"high adjusted manual rates" shown in table 10.
The second type of competitive device included in table 7 
is deviations. (A similar device—a prohibition of rate 
adherence agreements—is also shown in table 7.) In some of 
the states in which rating organizations publish manual 
rates, individual carriers are permitted to deviate from the 
bureau rates after securing the insurance commissioner's ap 
proval. The crucial differences from open competition are 
that prior approval of the deviations is required, while in 
open competition no such approval is required, and the
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deviations offered by a particular carrier are uniform for all 
policyholders in the state, while in open competition, no 
such uniformity is necessary. As an example of deviations, 
the Zenith Insurance Company offers a 12 percent deviation 
on all policies in Arizona. 54
The information on deviations in table 7 is incomplete 
because most of the data were provided by the National 
Council on Compensation Insurance, and the National 
Council has only limited information of deviations in states 
with independent local rating organizations. There are Na 
tional Council data available for a few of these jurisdictions, 
and additional information derived from the paper by C. Ar 
thur Williams has been added to the table. For 16 states the 
National Council has provided information on the impact of 
deviations on the insurance rates, and these figures are in 
cluded in table 7.
As with open competition, there are two possible views of 
the impact of deviations on the employers' costs of workers' 
compenstion. If there are no excess profits or unnecessary 
administrative expenses in the workers' compensation in 
surance industry, then reductions in premiums due to devia 
tions will result in offsetting reductions in dividends and in 
adjustments through the retrospective rating plans. This 
view is equivalent to saying that deviations have no impact 
on the employers' costs of workers' compensation, and 
therefore for all states with deviations, the "high adjusted 
manual rates" shown in table 10 require no further ad 
justments.
The other view of workers' compensation is that excess 
profits or excessive administrative expenses exist in the in 
surance industry, and therefore deviations reduce the actual 
costs of insurance to employers. The view means that the dif 
ference between manual rates and adjusted manual rates is 
greater than the percentages developed in sections V and VI.
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For the 16 states, the "high adjusted manual rates" in table 
10 were reduced by the percentages shown in the "Impact on 
Rate Level" column of table 7 to produce the "low adjusted 
manual rates" shown in table 11. To the extent that devia 
tions are only partially used to reduce dividends and 
retrospective rating adjustments, the actual costs of workers' 
compensation will fall between the "high adjusted manual 
rates" in table 10 and the "low adjusted manual rates" in 
table 11. In those states with deviations for which the Na 
tional Council was unable to provide information on the im 
pact of the deviations on the rate level, there is no difference 
between the low and high adjusted manual rates shown in 
tables 10 and 11.
The third type of competitive device catalogued in table 7 
is schedule rating. Schedule fating plans have been introduc 
ed in many jurisdictions in recent years. Under these plans, 
insurers can change (usually decrease) the insurance rate the 
employer would otherwise pay through debits or credits bas 
ed on a subjective evaluation of factors such as the 
employer's loss control program. There are two types of 
schedule rating. In states with uniform schedule rating plans, 
the regulators have decided that it is permissible for all car 
riers to use the proposed schedule rating plan. If all carriers 
are not given this permission, then individual carriers can ap 
ply for approval of their schedule rating plans. Unfortunate 
ly, only limited data are available about the overall impact of 
schedule rating plans of the employers' costs of workers' 
compensation, and therefore states with such plans do not 
have their insurance rates further adjusted in this study.
VIII. Modifications of Published Manual Rates 
by Exclusive Fund States
Included in this study are Ohio and West Virginia, which 
have exclusive state funds. These states publish manual rates 
and then modify them to the detriment of easy interstate
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comparisons. Unlike the National Council states, the ex 
clusive fund states do not use premium discounts for quanti 
ty purchasers, nor do they use retrospective rating plans, nor 
do they pay dividends as do the mutual and participating 
stock companies. However, Ohio, and West Virginia use ex 
perience rating plans that are similar to each other and to the 
National Council experience rating plan because they cause 
the rates paid by some employers to be different from the 
published manual rates. We shall see how experience rating 
affects their costs relative to other states.
A. Ohio
The experience rating plan in Ohio is complex and similar 
in sophistication to the method used in National Council 
states. The influence of experience rating can be determined 
with a reasonable degree of precision. Manual rates are pro 
mulgated yearly on July 1. For each calendar year, data are 
available by insurance classification showing payroll and the 
premium actually collected after the application of any ex 
perience rating modification. 55 The main problem is that the 
calendar year includes manual rates promulgated in two 
years. In order to match collected premiums with manual 
rates, the average manual rates in effect during a particular 
calendar year were calculated. Thus for Ohio classification 
2000 (equivalent to NCCI Class 2003) the manual rate effec 
tive July 1, 1980 was $3.68 and the manual rate effective July 
1, 1981 was $3.50; assuming an equal payroll distribution in 
the first and second half of 1981, this means the average 
manual rate in effect in calendar year 1981 was $3.59. The 
1981 total payroll for classification 2000 was $92,967,000 
and with the average manual premium of $3.59 (per $100 of 
payroll), this produces a simulated manual premium of 
$3,338,000. The actual premium collected during 1981, 
however, was $3,487,000, indicating that experience rating 
produced actual premiums 4.5 percent higher than simulated 
manual premiums.
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The effect of experience rating for a sample of 58 Ohio in 
surance classifications that are comparable to the 71 in 
surance classifications used in the National Council states is 
shown in table 8. In both 1980 and 1981, the actual collected 
premiums were less than the simulated manual premiums, in 
dicating that, in general, experience rating reduces the costs 
of workers' compensation in Ohio. For the combined 
1980-81 experience, actual collected premiums were .946 of 
simulated manual premiums, indicating that the influence of 
experience rating for this combination of classifications was 
to reduce manual premium by 5.4 percent. For the remainder 
of this report, it is assumed that the 5.4 percent influence of 
experience rating for 1980-81 is relevant also for the rates in 
effect on January 1, 1983. All subsequent calculations are 
based on adjusted manual rates that are 5.4 percent lower 
than the manual rates shown in table 3.
The Ohio workers' compensation program has separate 
assessments for Administrative Costs and for the Disabled 
Workers' Relief Fund. As of January 1, 1983, the 
assessments for private employers were $0.15 and $0.10 per 
$100 of payroll, for a total assessment of $0.25 per $100 of 
payroll. The handling of these assessments in our study can 
be illustrated with data for Ohio classification 2000. As of 
January 1, 1983, the published manual rate for classification 
2000 was $3.84 per $100 of payroll; with the assessment add 
ed, the total is $4.09 per $100 of payroll. This $4.09 figure 
was one of the rates used to calculate the average manual 
rates for Ohio shown in table 3. The experience rating factor 
does not affect the assessments. Thus, the experience rating 
adjustment of 5.4 percent was used to reduce the published 
manual rate (for classification 2000) from $3.84 to $3.63 per 
$100 of payroll; with the assessment of $0.25 added the total 
is $3.88 per $100 of payroll. This $3.88 is one of the rates us 
ed to calculate the adjusted manual rates for Ohio shown in 
tables 10 and 11.
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Table 8
Ratio of Collected Premiums to Manual Premiums in Ohio 










Manual Ratio of 
premiums collected premiums 







SOURCES: Data provided with July 8, 1983 correspondence from Paul C. Whitacre, Jr., 
Director, Actuarial Section, Ohio Bureau of Workers' Compensation; simulated manual 
premiums calculated by John Burton and Alan Krueger, July 1983.
B. West Virginia
In recent years, West Virginia has used an experience 
rating plan that is similar in sophistication to the plan used in 
National Council states. It is described in detail in two 
publications issued by the West Virginia Workmen's Com 
pensation Fund, 56 and therefore the method will not be 
discussed here, only the quantitative impact is estimated.
The influence of experience rating can be determined with 
precision, using a variation of the method used for Ohio. 57 
Manual rates are promulgated yearly on July 1 and are in ef 
fect until the following June 30. For the same 12-month 
period, data are available by insurance classification show 
ing payroll and the premiums actually collected after the ap 
plication of any experience rating modification. Thus, for 
West Virginia classification D-7, the manual rate effective 
July 1, 1980 was $4.32 per $100 of payroll. Since the payroll 
between July 1980 and June 1981 for this class was 
$9,112,681.90, the simulated manual premium was 
$393,667.85. The gross premium actually collected for the 
corresponding period was $413,693.57, indicating that ex 
perience rating produced actual premiums 5.1 percent higher 
than simulated manual premiums.
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The effect of experience rating for a sample of 24 West 
Virginia classifications that are comparable to the 71 in 
surance classifications used in the National Council states is 
shown in table 9. In both July-June periods for 1979-80 and 
1980-81, the actual collected premiums were greater than the 
simulated manual premiums, indicating that in general ex 
perience rating increases the employers' costs of workers' 
compensation in West Virginia. For the combined 1979-81 
experience, actual collected premiums were 9.3 percent 
greater than simulated manual premiums, indicating that the 
influence of experience rating for this combination of 
classifications increased manual premiums by 9.3 percent. 
For the remainder of this report, it is assumed that the 9.3 
percent influence of experience rating for 1971-81 is also 
relevant for the rates in effect on January 1, 1983 for West 
Virginia. 58 All subsequent calculations are based on adjusted 
manual rates that are 9.3 percent higher than the manual 
rates shown in table 3.
Table 9
Ratio of Collected Premiums to Manual Premiums in West Virginia 






















SOURCES: Data from West Virginia Workmen's Compensation Fund, Annual Report 
and Financial Statement, Year Ending June 30, 1980 and Year Ending June 30, 1981, table 
15; simulated manual premium calculated by Alan Krueger and John Burton, July 1983.
The West Virginia workers' compensation program has 
the assessments for administrative expenses and for the 
catastrophe and second injury accounts included in the base 
or manual rates, and therefore the rates as published were
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used to calculate the average manual rates for West Virginia 
shown in table 3. Likewise, the gross premiums shown in 
table 9 include the charges for these accounts and for ad 
ministrative expenses. Thus the experience rating adjustment 
of 9.3 percent was used with the data in table 3 to calculate 
the adjusted manual rates for West Virginia shown in tables 
10 and 11.
IX. Interstate Variations in Adjusted Manual Rates
The previous three sections have attempted to ascertain 
systematically the influence of experience rating, premium 
discounts, retrospective rating, policyholders' dividends, 
open competition, and deviations on the costs of workers' 
compensation. In table 3, data were presented on the 
averages of published manual rates for various combinations 
of insurance classifications. Table 10 was developed from 
the earlier table by decreasing these averages for manual 
rates by the appropriate percentages for the 31 National 
Council states that were developed in section V, by the ap 
propriate percentages for the 14 states with independent 
rating organizations that were developed in section VI, and 
by the appropriate percentages for Ohio and West Virginia 
developed in section VIII. Table 10 is based on the view that 
open competition, deviations, and schedule rating do not 
have a net impact on workers' compensation costs (once the 
offsetting changes in dividends, etc. are considered), and 
produces what are termed "high adjusted manual rates." 
Table 11 was developed from table 10 by decreasing the high 
adjusted manual rates in those states with open competition 
or with data available on the impact of deviations, using the 
percentage adjustments developed in section VII. Table 11 is 
based on the view that open competition and deviations do 
have a net impact on workers' compensation costs, produc 
ing what are termed "low adjusted manual rates."
Variations in Employers' Costs 157
Columns 1 and 2 of tables 10 and 11 present the average 
costs of adjusted manual rates on January 1, 1983 for 24 and 
44 classifications using national payroll distributions. Col 
umn 3 presents the averages for 24 manufacturing classes us 
ing national payroll distribution. Column 4 presents the 
average adjusted manual rates based on the 56 classifications 
in divisions A, B, and C of table 3, and column 5 shows the 
rates based on the 71 classes in divisions A to D.
The results in tables 10 and 11 can be interpreted as the 
percentage of payroll expended on workers' compensation 
insurance by employers in 47 jurisdictions (including the 
District of Columbia) as of January 1, 1983. The results in 
column 2 of tables 10 and 11 are the most reliable and useful 
for reasons explained above. The results indicate, for exam 
ple, that as of January 1, 1983, the 44 types of employers in 
divisions A and B, would, on average, expend 0.905 percent 
of payroll on workers' compensation premiums in Alabama. 
(The "high" and "low" adjusted manual rates for Alabama 
are identical.)
X. Further Adjustment to Interstate Cost
Variations Necessitated by Interstate Variations 
in Employee Earnings
Even the adjustments in the preceding section to published 
manual rates do not complete the modifications necessary 
for comparisons of the interstate differences in the dollar 
costs of workers' compensation premiums per employee. 
Assume that the adjusted manual rates for an employer's 
classification in states A and B were an identical $1.00 of 
payroll, with no payroll limit in each state. Further assume 
that A is northern, industrialized, unionized, etc., and the 
average weekly earnings of employees are $500, while B lacks 
these attributes and the average weekly earnings of 
employees are $250. The result is that equal manual rates in 
A and B lead to dissimilar insurance premiums, since the
Table 10
Interstate Variations in Average Costs of High Adjusted Manual Rates for Classes 
























































































































































































































































































































Interstate Variations in Average Costs of Low Adjusted Manual Rates for Classes 
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workers' compensation bill is a product of the manual rate 
and the weekly earnings. In this example the employers' in 
surance cost is $5.00 per employee per week in A and $2.50 
in B.
In reality, interstate variations in employee earnings can 
influence the relative costs of workers' compensation. Un 
fortunately, there is a paucity of weekly earnings differential 
information relevant for this study. 59 Information is needed 
that shows the interstate variations in the weekly earnings of 
workers employed in the same industries, not information 
that reflects interstate differences in the industry mix, which 
is characteristic of most published data. A method developed 
in the Dissertation to derive the appropriate information60 
used earnings data broken down by the Standard Industrial 
Classification (SIC) system. The results are presented in 
table 12.
The meaning of the earnings index as used in this study is 
the following: since the index for Michigan is 1.1315, it is 
assumed that, for every industry, workers in Michigan earn 
13.15 percent more per week than the average worker in the 
United States. Because of the varying quantity of informa 
tion available from the states, the index numbers should be 
viewed as approximations. Unfortunately we have no more 
precise measure of interstate earnings variations readily 
available.
The ultimate goal of this study is to quantify the interstate 
variations in the net cost to employers of workers' compen 
sation. This necessitates not only the use of the adjusted 
manual rates from the previous section but also the use of an 
appropriate earnings figure adjusted for the interstate earn 
ings variations. The weekly earnings figure which is used is 
the national average of earnings of workers covered by the 
unemployment insurance program, which for 1980 (the latest 
data available) was $297.09.
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Table 12 































































































SOURCE: Data for most states are from U.S. Bureau of Labor Statistics, Supplement to 
Employment and Earnings, States and Areas, Data for 1977-81, Bulletin 1370-16 
(September 1982).
NOTES: Indexes are based on data for individual 2-digit industries except in Alaska, 
Arizona, Hawaii, Idaho, Nebraska, New Mexico, South Dakota, and Utah. In these states, 
because of a paucity of such data, wage data for combined 2-digit SIC industries were used. 
Colorado wage index pertains to 1970 because 1980 data are unavailable.
Finally, we can compute the interstate variations in the net 
cost to policyholders. Table 13 presents the "high" weekly 
net costs per workers, which are the products of the "high" 
adjusted manual rates found in table 10, the interstate earn 
ings index numbers from table 12, and the national average
Table 13
Interstate Variations in Average Costs of High Adjusted Net Costs for Classes 
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weekly earnings figure of $297.09; the product must be 
divided by 100 since the manual rates are per $100 of payroll. 
Table 14 presents the "low" weekly costs per worker which 
are the products of the "low" adjusted manual rates found 
in table 11, the interstate earnings index numbers from table 
12, and the national average weekly earnings figure of 
$297.09, again divided by 100. The results indicate, for ex 
ample, that the 44 types of employers in divisions A and B of 
table 4 would, on average, spent $2.565 per week per worker 
on workers' compensation premiums in Alabama as of 
January 1, 1983. (The "high" and "low" net costs for 
Alabama are identical.)
XL Historical Data
Information on the employers' costs of workers' compen 
sation is available for the 44 types of employers included in 
divisions A and B of table 2 for selected years since 1950. 
(Prior to 1983, these divisions contained 45 classes, as was 
explained in section IV.) Data for 20 states are available for 
nine years between 1950 and 1983; data for eight more states 
are available for seven years between 1958 and 1983; 42 
jurisdictions have data for 1972, 1975, 1978, and 1983; and 
for 1978 and 1983, there are 47 jurisdictions that may be 
compared.
The average adjusted manual rates for the 44-employer 
group are shown in table 15. For example, Illinois employers 
expended, on average, the equivalent of 0.437 percent of 
payroll on workers' compensation premiums in 1950, com 
pared with 1.194 percent (high adjusted rates) or 1.075 per 
cent (low adjusted rates) in 1983. Table 16 presents the ap 
proximate net cost to the same group of policyholders for 
several years between 1950 and 1983. These results show, for 
example, that the employers in Illinois expended a weekly 
average of $0.261 per worker on premiums in 1950, and 
$3.785 (high net costs) or $3.406 (low net costs) in 1983.
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The data in tables 15 and 16 are valuable for tracing 
changes in workers' compensation costs over time in a par 
ticular state, but the volume of information makes it dif 
ficult to comprehend general developments. Tables 17 and 
18 provide a compact summary of these data, permitting 
evaluations of interstate trends.
Table 17, for example, illustrates the changes over time in 
the average adjusted manual rates for the various combina 
tions of states. Columns 1 and 2 pertain to 20 states for 
which data are available from 1950 to 1983; columns 3 and 4 
relate to 28 states for which data are available from 1958 to 
1983; columns 5 and 6 present data for 42 states that are 
available from 1972 to 1983; and columns 7 and 8 present 
data on the 47 states for 1978 and 1983. Panel A relies on 
unweighted observations, while panel B weights each states' 
observation by the size of the state's nonagricultural labor 
force. 61 The text will refer to the weighted data from panel B 
because they are more representative of national experience.
The mean adjusted manual rate in the 20 states was the 
equivalent of 0.470 percent of payroll in 1950, 0.678 percent 
in 1972, and 1.227 percent in 1978. In 1983, the mean for 
high adjusted manual rates was 1.393 and the mean for low 
adjusted manual rates was 1.343. Of particular interest is the 
rapid rise in costs between 1972 and 1978, which was more 
than double the 1950-72 increase. Between 1978 and 1983 the 
employers' costs of workers' compensation insurance con 
tinued to increase for this combination of 20 states, but at a 
less torrid pace than during the earlier portion of the 1970s. 
The data in table 17 also indicate that the average adjusted 
manual rates increased between 1978 and 1983 for the 28 
jurisdictions for which data are available since 1958. 
However, for the averages of adjusted manual rates for the 
42 and 47 jurisdictions, the data indicate that the employers' 
costs of workers' compensation (measured as premiums as a 
percentage of payroll) actually declined between 1978 and
Table 15 
Interstate Variations in Average Costs of Adjusted Manual Rates
for 44 Classes in Divisions A and B of Table 3 



















































































































































































































































































































































































































































Interstate Variations in Net Costs of Insurance for 44 Classes in Divisions A and B of Table 3
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1983. Data for the largest combination of jurisdictions (46 
states plus the District of Columbia) indicate that employers 
on average spent 1.503 percent of payroll on workers' com 
pensation insurance in 1978, and 1.423 percent (high ad 
justed manual rates) or 1.393 percent (low) in 1983.
The average (mean) adjusted manual rate for a particular 
year obviously reflects data from some states that are more 
expensive than the mean and some that are less expensive. 
For example, the average adjusted rate for the 20 states was 
0.470 percent of payroll in 1950 (table 17, panel B, column 
1), but the average employer in Alabama paid only 0.282 
percent while the average employer in Rhode Island paid 
0.829 percent of payroll for workers' compensation in 
surance (table 15, column 1). A statistic that provides a con 
venient summary of the extent of variations among the states 
around the average (mean) cost is the standard deviation. 62 
The larger the standard deviation, the greater is the variation 
among the states in the percentage of payroll expended on 
workers' compensation insurance. The data indicate that 
from 1950 through 1978, there was an increase in the amount 
of variation among the states in the percentages of payroll 
expended on insurance. However, between 1978 and 1983, 
the variations increased for the combinations of 20 and 28 
states, but decreased for the combinations of 42 and 47 
states.
Table 18 presents information on the changes through 
time in the net costs to policyholders for various combina 
tions of states. The layout is similar to table 17, and again 
the text will use the weighted observations data from panel 
B. The net costs are measured as the weekly premiums per 
worker, and in all instances show an increase through time. 
For example, the weighted mean for the 20 jurisdictions 
(table 18, panel B, column 1) indicates that employers paid 
$2.426 weekly in 1978, while in 1983 the cost was $4.040
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(high net costs) or $3.879 (low net costs). Data for the largest 
combination of jurisdictions (47) indicate that in 1978, 
employers on average paid $3.061 weekly on workers' com 
pensation premiums, while in 1983 they paid $4.240 (high net 
costs) or $4.148 (low net costs).
Table 18 also provides information on the extent of varia 
tion among the states around the average (mean) net costs to 
policyholders. In 1950, when the average cost was $.248 per 
worker per week in the 20 states, the standard deviation 
among the states was $.050. The data indicate that through 
time there have been continuing increases in the amount of 
variation among the states in the cost in dollars of workers' 
compensation insurance (table 18, panel B, columns 2, 4, 6, 
and 8).
XII. Comparisons of Connecticut, New Jersey, and New York
This section provides a closer examination of Connecticut, 
New Jersey, and New York, the three states of particular in 
terest to the conference for which this paper was prepared. 
We examine the changes in the employers' costs of workers' 
compensation since 1972, the earliest date when data are 
available for all three states. We also attempt to explain these 
cost developments in terms of changes in benefit levels and 
other relevant factors.
Table 19 presents data on the percent of payroll devoted to 
workers' compensation insurance by a sample of employers. 
These data correspond to the adjusted manual rates shown in 
tables 15 and 17. For 1983, only high adjusted manual rates 
are shown since as of January 1983, Connecticut and New 
Jersey did not permit private carriers to modify insurance 
rates on an ex ante basis, and New York had only a very 
limited use of deviations (table 7). The result is that for Con 
necticut and New Jersey, low and high adjusted manual rates 
are identical, while for New York the impact of deviations is
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so slight that the two variants of adjusted manual rates are 
virtually the same.
The data in table 19 present an interesting history of 
workers* compensation costs (measured as a percentage of 
payroll) both nationally and in the three states. From 1972 to 
1978, the 42-jurisdiction average of employers' costs almost 
doubled (from 0.779 percent to 1.454 percent), and then 
from 1978 to 1983 there was a slight decline. In Connecticut, 
the employers' costs of workers' compensation relative to 
the national average (column 3 of table 19) were roughly 
80-90 percent of the national figure from 1972 to 1978. Then 
Connecticut costs increased rapidly so that by 1983 Connec 
ticut employers were paying insurance premiums some 25 
percent above the national average. In New Jersey, the 
employers' costs relative to the national average (as shown in 
column 5) began about 60 percent higher in 1972, dropped to 
about 20 percent above that average in 1975 and 1978, and 
almost exactly matched the national average in 1983. The 
New York record is more erratic, since costs began some 10 
percent above the national average in 1972 (column 7), drop 
ped slightly below the national average in 1975, increased to 
about 20 percent above the national average in 1978, and 
then fell to about 20 percent below the national figure in 
1983.
The patterns just described involving workers' compensa 
tion cost measured as a percent of payroll are paralleled by 
the behavior of costs measured by the weekly insurance 
premium per worker. Table 20 indicates that in 1972 Con 
necticut employers' costs were about 10 percent below the 
national average, while in 1983 the costs were some 20 per 
cent above the national average. In contrast, New Jersey 
employers began with costs almost 65 percent above the na 
tional average, but found their costs almost exactly equal to 
the 42-jurisdiction average in 1983. In New York, costs were
Table 19
Percent of Payroll Devoted to Workers' Compensation Insurance 
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SOURCE: Data in tables 16 and 18 (panel B).
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about 20 percent above the national average from 1972 until 
1978, and then fell to 15 percent below in 1983.
Both measures of workers' compensation costs thus show 
a considerable movement in the relative costs among Con 
necticut, New Jersey, and New York over the last decade. 
Connecticut began as the low cost state and ended as the 
most expensive. New Jersey began as much more expensive 
than the others and ended up in the middle, while New York 
moved from the middle to the least expensive. These rank 
ings are based on comparisons among the employers' costs 
of workers' compensation for a representative sample of 44 
types of employers (or 45 types before 1983). However, the 
rankings are not particularly sensitive to the types of 
employers that are compared. There are, for example, five 
different combinations of employers for whom the adjusted 
manual rates as of January 1, 1983, are presented in table 10. 
For all combinations, New York insurance rates are lowest, 
New Jersey are the next most expensive (ranging from 13 to 
20 percent more expensive than New York rates), and Con 
necticut rates are the most expensive (ranging from 31 to 56 
percent more expensive than New York rates).
A statistical or quantitative explanation of the cost dif 
ferences among the three jurisdictions is not possible, given 
the limited number of observations. 63 What we will therefore 
present is a largely qualitative explanation of the factors that 
appear to explain the cost developments shown in tables 19 
and 20.
An obvious candidate for a variable that explains the costs 
of workers' compensation insurance in a jurisdiction is the 
generosity of benefits provided by the state's workers' com 
pensation program. Table 21 presents information on several 
important aspects of the workers' compensation statutes in 
Connecticut, New Jersey, and New York as of January 1, 
1983, the date for the costs of the program as measured in 
this study.
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Table 21 
Selected Comparisons of Temporary Disability,
Permanent Disability, and Fatal Benefits
in Connecticut, New Jersey, and New York
as of January 1,1983
Temporary total disability



















Benefit subject to Social Security offset
Dependency allowance per child
Cost-of-living adjustment
for outstanding cases
Permanent partial disability benefits
Scheduled benefits







Duration varies by impairment, examples:
Total loss of arm
Total loss of leg
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Table 21 (continued)
Total loss of foot 
Amputation cases
Nonscheduled benefits 
Nominal rate of compensation
Percent of preinjury wage
Percent of (preinjury wage-postinjury 
earning capacity)
Percent of wage loss 








Nominal rate of compensation-widow only 
Minimum weekly benefit-widow 
Maximum weekly benefit-widow 
Maximum duration-widow
Widow's benefit reduced by wages
earned after 450 weeks 
Widow's benefit subject to






























































SOURCES: National Council on Compensation Insurance, Legislative Update Service 
(1983 with supplements); data on duration of scheduled benefits from U.S. Department of 
Labor, Employment Standards Administration, Office of State Liaison and Legislative 
Analysis, Division of State Workers' Compensation Programs, State Workers' Compensa 
tion Laws (January 1983), table 8.
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Temporary total disability benefits are the most common 
type of cash benefits in the workers' compensation program. 
The data in table 21 indicate that for most aspects of this 
type of benefit, Connecticut had the most generous provi 
sions. Connecticut had the highest minimum and maximum 
benefits, the shortest waiting period before benefits began, 
and was the only state that provided cost-of-living ad 
justments for outstanding cases. New Jersey had a slightly 
higher nominal rate of compensation that Connecticut, but 
to some extent this advantage was overcome by 
Connecticut's payment of a dependency allowance for 
children.
The benefits for permanent total disability were also 
generally more adequate in Connecticut than in the other 
two jurisdictions. Connecticut had higher minimum and 
maximum benefits, had a dependency allowance, and was 
the only jurisdiction that provided a cost-of-living adjust 
ment for outstanding cases.
Scheduled permanent partial disability benefits are dif 
ficult to compare among jurisdictions because of the com 
plexity of the statutory provisions for such benefits. Those 
aspects summarized in table 21 suggest that Connecticut is 
perhaps somewhat less generous in terms of the number of 
weeks of benefits paid for particular types of injuries (such 
as the loss of a leg), but considerable more generous in terms 
of the weekly benefit. In New Jersey, the maximum weekly 
benefit started at $49 and did not reach $236 until there were 
421 weeks of benefits; in New York, the weekly maximum 
was $105 for all durations; in Connecticut, the maximum for 
all durations as $326.
Statutory provisions for nonscheduled permanent partial 
disability benefits are also difficult to compare because of 
the different approaches used to provide the benefits. New 
Jersey determines the duration by evaluating the extent of
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the worker's impairment and multiplying the rating percent 
age times 600 weeks; the maximum weekly benefit ranges 
from $49 to $236. New York has a maximum weekly benefit 
of $105, which is relatively low, but the payments can con 
tinue for the length of disability, which can be for life. Con 
necticut pays benefits that are related to the percent of wage 
loss, with a maximum duration of 780 weeks and a max 
imum weekly benefit of $326. It is not evident which jurisdic 
tion's provisions for nonscheduled benefits are more 
generous, but Connecticut does not appear to be deficient.
The final type of benefit included in table 21 is fatal 
benefits, where Connecticut generally has the most liberal 
provisions. The nominal percentage of 63 2/3 percent found 
in Connecticut is matched in New York, but in the latter case 
the benefits are subject to an offset provision that reduces 
workers' compensation benefits when social security benefits 
are received by the widow or widower. The minimum weekly 
benefit is lower in Connecticut, but the levels are so low in all 
three jurisdictions that few cases are likely to be affected. 
More significant is the maximum weekly benefit, highest in 
Connecticut, and the cost of living adjustment for outstand 
ing cases, a provision found only in Connecticut.
This qualitative assessment of the workers' compensation 
statutes in Connecticut, New Jersey, and New York as of 
January 1, 1983 suggests that Connecticut has the most 
generous provisions for most types of benefits. As between 
New Jersey and New York, the differences are not as pro 
nounced, although for all types of benefits except fatal the 
New Jersey maximum weekly benefits are higher. Thus, at 
least in a rough sense, the ranking of workers' compensation 
costs as of January 1983 as shown in tables 19 and 20 cor 
responds to the ranking of statutory benefit generosity 
shown in table 21.
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The view that employers' costs of workers' compensation 
are affected by statutory provisions is reinforced by informa 
tion on the changes through time in these factors. Tables 19 
and 20 demonstrated the changes between 1972 and 1983 in 
the costs in the three states, with Connecticut moving from 
least to most expensive, while New York costs were declining 
to least expensive. Table 22 presents information on the 
changes between 1972 and 1983 in the extent of compliance 
with the 19 essential recommendations of The National 
Commission on State Workmen's Compensation Laws. 64 
These essential recommendations primarily pertain to 
benefit amounts and durations, the types of provisions for 
which increasing compliance is likely to lead to higher costs. 
It is instructive that the state with the most dramatic change 
in compliance scores between 1972 and 1983 is Connecticut. 
Further, most of the improvements in Connecticut took 
place between 1978 and 1983, which matches the interval 
when the employers' costs of workers' compensation in 
creased sharply in the state.
Table 22 
State Compliance With the 19 Essential Recommendations
of the National Commission 


































SOURCE: U.S. Department of Labor, Employment Standards Administration, Office of 
Workers' Compensation Programs, Division of State Workers' Compensation Standards, 
State Compliance with the 19 Essential Recommendations of the National Commission on 
State Workmen's Compensation Laws, 1972-1980 (January 1981), as supplemented by 
January 1, 1983 release from the Division (now the Division of State Workers' Compensa 
tion Programs).
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An even more compelling demonstration of the relation 
ship between changes in statutory provisions and changes in 
workers' compensation costs is provided by comparing the 
cost data in tables 19 and 20 with the data in table 23 show 
ing the levels of the maximum weekly benefits for temporary 
total disability. Both in terms of the dollar amounts of the 
maximums and in terms of the maximum benefit as a per 
centage of the state's average weekly wage, Connecticut had 
the greatest increase between 1972 and 1983, followed by 
New Jersey, and then by New York. Again of interest is that 
most of the improvement in Connecticut's maximum for 
temporary total disability took place after 1978, correspond 
ing to the time when the cost of the program in the state also 
sharply increased.
While this analysis suggests that changes in benefit levels 
are an important determinant of changes in the employers' 
costs of workers' compensation, we do not want to suggest 
that benefits are the only factor that affects costs. In a 
separate study, we are examining the influence on costs of 
variables such as coverage and the type of insurance ar 
rangements (as measured by the importance of state in 
surance funds and of self-insurance). 65 Another factor that 
affects costs is the administration of the law, and in par 
ticular the application of the statutory provisions for perma 
nent total disability and permanent disability benefits. 
Tables 24 to 26 present information on the number and costs 
of these types of benefits in Connecticut, New Jersey, and 
New York.
The data are based on claims that occurred in the policy 
years closest to 1958, 1968, 1973, and 1978. Because of the 
delays between the ends of the policy years and the dates 
when information on the claims from those years are 
available, 1978 is the most recent year for which data are 
available on both the number and costs of permanent
Table 23
Maximum Weekly Benefit for Temporary Total Disability 



















































SOURCE: See table 22.
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disability claims and the employers' costs of workers' com 
pensation insurance.
The shares of all cases with cash benefits accounted for by 
permanent disability cases in the three jurisdictions are ex 
amined in table 24. The most significant finding is the con 
siderably greater importance of permanent disability cases in 
New Jersey than in Connecticut or New York. In particular, 
minor permanent partial disability benefits dominated the 
New Jersey caseload, accounting for almost half of all cases 
in 1978.
The average costs of permanent disability cases are 
presented in table 25. Overall, New Jersey has the lowest 
average, reflecting in large part the predominance of the 
minor permanent partial disability cases. As of 1978, Con 
necticut had the highest average cost per case for each of the 
three types of permanent disability cases as well as for the 
overall average.
The shares of all cash benefits accounted for by permanent 
disability cases are presented in table 26. While Connecticut 
devoted the highest percentage of all cash benefits to major 
permanent partial disability benefits in 1978, New Jersey ex 
pended the largest percentages on permanent total, minor 
permanent partial, and all permanent disability cases. In 
deed, for each of the four years shown between 1958 and 
1978, New Jersey expended the highest percentage of all cash 
benefits on the total of the three types of permanent disabili 
ty benefits.
These data confirm what has been widely discussed 
elsewhere, namely, the unusual emphasis in New Jersey on 
the compensation of relatively minor permanent im 
pairments. 66 This probably is one reason why the employers' 
costs of workers' compensation were relatively high in the 
state, given the level of benefits. For example, in 1978, when
Table 24 ^
Share of All Cases with Cash Benefits Accounted for by Permanent Disability Cases






















































































SOURCE: National Council on Compensation Insurance, "Countrywide Workers' Compensation Experience Including Certain Competitive S- 
State Funds—1st Report Basis," Exhibits dated (no date), March 15, 1972, July 1976, and April 1982.
Table 25
Average Cost of Permanent Disability Cases 
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the maximum weekly benefits for temporary total disability 
in Connecticut and New Jersey were virtually identical (table 
23), the costs of workers' compensation insurance were 
much higher in the latter state.
What the data in tables 24 to 26 cannot reveal because the 
terminal date in 1978 is the impact of the major reform in 
1979 of the permanent partial disability benefits in New 
Jersey. 67 The law was amended to require objective evidence 
of permanent impairments, presumably to preclude payment 
of permanent partial disability benefits for minor injuries. 
Apparently the reform had the intended effect of reducing 
the costs of workers' compensation insurance in New Jersey: 
even though the maximum weekly benefit for temporary 
total disability increased more rapidly than the state's 
average weekly wage between 1978 and 1983 (table 23), in 
surance costs as a percentage of payroll dropped markedly 
during the same interval (table 19).
The data on permanent disability benefits in tables 24 to 
26 have other interesting aspects. In New York, the share of 
cash benefits accounted for by all types of permanent 
disability cases fluctuated in a very narrow band over the 
1958 to 1978 period (from 55 to 57 percent). However, this 
represented a significant decline in importance of minor per 
manent partial cases and an offsetting increase in importance 
of major permanent partial cases. Additional data on perma 
nent partial disability benefits in New York are presented in 
table 27. These data are from records kept by the Workers' 
Compensation Board and pertain to cases closed in a given 
year, regardless of the year of injury, while the data in tables 
24-26, from insurance industry records, pertain to injuries 
that occurred in a given policy year regardless of when the 
cases were closed. Another difference is that the insurance 
industry data divide permanent partial disability cases be 
tween major and minor categories depending on the
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seriousness of the injury (or the amount of benefits paid), 
while the table 27 data distinguish between scheduled and 
nonscheduled permanent partial cases. The latter distinction 
is particularly interesting because New York uses different 
approaches for the two types of benefits: scheduled benefits 
are paid on the basis of the extent of physical impairment 
without regard to the amount of actual wage loss, while the 
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SOURCE: Compensated Cases Closed, Workers' Compensation Board, State of New 
York, for years shown.
The data in table 27 indicate a rapid increase during the 
1970s in the share of cases and cash payments accounted for 
by nonscheduled awards, with a significant decline in the 
amount of compensation going to scheduled awards. Burton 
has examined these patterns in a recent study, 68 and found 
that a major reason why nonscheduled permanent partial 
cases have become more expensive during the last decade is 
the relatively high unemployment rates during the period. In-
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deed, given the magnitude of the increases shown in table 27 
for nonscheduled cases and the high levels of unemployment 
so far in the 1980s, it is surprising that workers' compensa 
tion costs have declined so rapidly in New York since 1978 
(table 19).
This analysis of Connecticut, New Jersey, and New York 
thus provides some interesting findings on the behavior of 
workers' compensation costs between 1972 and 1983, and 
some partial explanations of the changes in costs. There were 
significant changes in the relative costs among the three 
jurisdictions, with Connecticut having experienced the most 
rapid increase and New Jersey the largest decline. The ex 
planation of Connecticut's increase appears to be largely due 
to the jurisdiction's significant improvement in benefits 
compared to the other states. In New Jersey, the rapid 
decline in costs compared to the other two jurisdictions be 
tween 1972 and 1983 appears to reflect both a deterioration 
in benefit levels compared to Connecticut and the reduction 
in the prevalence of minor permanent partial disability 
benefits. The New York experience of declining costs be 
tween 1978 and 1983 reflects in part the slippage of benefits 
compared to those in Connecticut during this interval; it is 
not clear why the increasing costs of nonscheduled benefits 
have not limited the costs declines shown in table 19. 
Perhaps the best one sentence summary is that over the 1972 
to 1983 interval, the changing relative costs in workers' com 
pensation insurance in Connecticut, New Jersey, and New 
York can be largely but not entirely explained by changing 
levels of benefits.
XIII. Significance of the Cost Developments Since 1972
The historical data on the employers' costs of workers' 
compensation insurance were presented in tables 17 and 18 
and described in section XI. The essence is that between 1950
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and 1978 there were significant increases both in the percent 
age of payroll devoted to workers' compensation premiums 
and in the weekly insurance premium per worker. Also, the 
variations among the states in these two measures of 
workers' compensation costs significantly increased through 
time. The developments between 1978 and 1983 are more 
complex. For the combinations of states for which the 
historical record is the longest (20 and 28 states), the ad 
justed manual rates showed continuing increases in the 
means and the standard deviations (table 17, columns 1-4). 
However, for the larger combinations of states (42 and 47 
states), there were decreases in the means and standard 
deviations of adjusted manual rates between 1978 and 1983 
(table 17, columns 5-8). The behavior of weekly premiums 
per worker continued the patterns of earlier years in the 1978 
to 1983 interval: for all combinations of states, the means 
and standard deviations increased between these years (table 
18).
Although the patterns of cost changes in the most recent 
five-year interval are somewhat mixed, a clear picture 
emerges if we consider developments over the entire period 
since 1972. That starting point seems appropriate since it is 
the first year for which data are available for all three states 
of primary concern to this study (Connecticut, New Jersey, 
and New York) and because 1972 was the year that the Na 
tional Commission on State Workmen's Compensation 
Laws issued its report and called attention to the issue of in 
terstate cost differences. 69 Between 1972 and 1983, every 
combination of states shown in tables 17 and 18 for which 
data are available has shown increases both in the average 
costs and the differences in costs among states.
The determinants of these cost developments are largely 
beyond the scope of this study. Several findings are relevant, 
however. In an earlier study, Burton found that the level of 
workers' compensation benefits were the most significant
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variable in explaining interstate differences in costs among 
25 states. 70 In a current research project, we have confirmed 
the statistical significance of the level of benefits in explain 
ing workers' compensation cost differences among 31 
jurisdictions. 71 Because of data limitations, neither of these 
studies included New Jersey and New York. However, the 
qualitative analysis in section XII of this study suggests that 
changes in benefit levels between 1972 and 1983 were an im 
portant factor in explaining changes in workers' compensa 
tion costs in these two states relative to the cost changes in 
Connecticut.
We believe this evidence supports the proposition that in 
terstate differences in the levels of workers' compensation 
benefits are a major (though not the only) determinant of in 
terstate differences in the employers' costs of workers' com 
pensation. If this proposition is true, then the developments 
since 1972 in costs are particularly disturbing because they 
suggest the interstate inequities in benefits that were of ma 
jor concern to the National Commission have become worse 
in the last decade. The changes in maximum weekly benefits 
for temporary total disability between 1972 and 1983 in Con 
necticut, New Jersey and New York provide a partial valida 
tion of the disturbing developments. In January 1972, the 
dollar amounts were identical in the three states. In January 
1983, injured workers qualifying for the maximum weekly 
benefit received $100 more per week in Connecticut than in 
New Jersey, while New York workers at the maximum were 
another $21 below the New Jersey figure. 72 To be sure, New 
Jersey and New York employers had lower workers' com 
pensation costs than did Connecticut employers, but since 
the two inexpensive jurisdictions failed to comply with the 
National Commission's recommendations for maximum 
weekly benefits for temporary total, permanent total, and 
death cases, their achievement seems more due to parsimony 
than prudence.
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NOTES
"The present study is based in large part on a study prepared by Burton 
with the assistance of Krueger entitled "Interstate Variations in the 
Employers' Costs of Workers' Compensation, With Particular 
Reference to Ohio and Pennsylvania." The January 1984 study was 
prepared through the auspices of Workers' Disability Income Systems, 
Inc. (202 Blackstone Avenue, Ithaca, NY 14850) with financial support 
from the Workers' Compensation Coalition. The Coalition consists of 
CIGNA, Crum & Forster, Harleysville Mutual Insurance Company, 
Liberty Mutual Insurance Company, and Pennsylvania Manufacturers 
Association Insurance Company. We appreciate the opportunity to use 
the material from the study sponsored by the Workers' Compensation 
Coalition. The views in the present study are not necessarily those of the 
Coalition.
In preparing the present study, refined estimates were prepared for the 
costs of workers' compensation in five jurisdictions. The estimated costs 
were increased significantly for Michigan and decreased slightly for 
Delaware, New York, Pennsylvania, and West Virginia.
We appreciate the assistance of Dane Partridge, who prepared several 
of the tables involving comparisons among Connecticut, New Jersey, 
and New York, and Nancy Voorheis, for typing this article. We assume 
responsibility for all views and data, no matter how persuasive and ac 
curate.
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